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Top 10 Cost Reporting Errors 
 
 
Stroudwater Associates is a professional services firm focused on small hospital performance 
improvement.  Using multi-disciplinary teams, Stroudwater analyzes the financial and clinical 
service operations of rural hospitals throughout the country and serves as the principal advisor to 
a number of State Offices of Rural Health (SORHs).   
 
Preparing an accurate cost report is a critical element for CAHs as it is the sole determiner of 
how much the hospital will be paid by Medicare.  The cost report is also important for general 
acute hospitals under 100 beds while the outpatient hold harmless is in effect.  
 
Stroudwater provides financial analysis, modeling, and decision-making support to rural 
hospitals, but does not prepare or audit cost reports.  The following list of Top 10 Cost Reporting 
Errors was compiled following a review of many cost reports in all regions of the country: 
 

10. Not claiming any Medicare bad debts 
9. Observation beds 
8. Co-payment offset to outpatient costs (CAHs) 
7. End of year negative/positive settlements 
6. Program charges allocated to RCC departments with 0.0 value 
5. Mis-allocating direct costs (Wkst. A) and statistical errors (Wkst. B-1) 
4. Reporting of NF swing-beds 
3. Not capturing costs for physician assistants in ED 
2. Physician stand-by and on-call (CAHs only) costs in EDs 
1. Considering cost reports as a “necessary inconvenience” 

 
A well-completed cost report can also be used to facilitate decision-making, with one important 
caveat:  investment decisions should be made on a variable/marginal cost basis.  Using the cost 
report therefore requires that one separate direct from overhead costs before making a decision 
(e.g., whether to outsource a department).  Case studies from clients using the cost report 
improperly are detailed.     
 
A number of states have hosted educational workshops on cost reporting.  The presentation used 
by Stroudwater at these sessions is available for download as an Acrobat file.  The presentation 
offers additional information for each of the common cost reporting errors.   
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